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Professor Solomons’ lecture is an eloquent plea

for retaining the financial accounting standards setting

function in the private sector.

Since he was also the chief

draftsman of the report of the study on establishment of

accounting principles, he deserves a great deal of credit
for the warm reception accorded its recommendations.

All indications are that the blueprint laid out
in the report will be followed in every detail, thus assuring

that accounting standards will continue to be determined in
the private sector for some time.

The study’s recommendations

are artfully designed, incorporating some elements of most

of the plans offered by those who presented suggestions.

It

is impressive that the recommendations received unanimous

support of the study group's seven distinguished members of
diverse backgrounds.

All of the organizations designated by

the study group as participants in the plan have approved the

report.

The Board of Trustees of the Financial Accounting

Foundation will be named in June and that Board can begin

operating by July 1.
This is truly impressive speed.

I join with Pro

fessor Solomons and others in wanting the new organization
to be successful.

But amid the euphoria that surrounds the

report, -we should not overlook some real dangers to its success.
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We might start by examining why the APB has been
replaced.

Professor Solomons says he does not believe that

the APB has been unsuccessful.

Perhaps not.

Then we must

ask why he and others have recommended that the APB be
abandoned and a new organization set up separate from all
existing professional bodies.

This recommendation is tan

gential when considered as a response to the prospectus which

said the main purpose of the study is to find ways for the
American Institute of Certified Public Accountants to improve

its function of establishing accounting principles.
Both the report of the study group and Professor

Solomons’ paper carefully avoid saying the APB failed; instead

they offer reasons why the new FASB can do the job better.
This leaves me with the uneasy feeling that there are unspoken

reasons for replacement of the APB.

Therefore, let it fall

to me to propose that we ask ourselves here some searching
questions in the hope that we may perhaps protect the new

board from some very real hazards which confronted and brought
down the APB.
Can it be that the APB has been replaced not because
of structural deficiencies but because of prevailing attitudes —

attitudes within the public accounting profession and attitudes
of business?

In calling for an investigation of the structure for
establishing principles instead of the behavioral setting, was
the entire study misguided?

Like the Women’s Lib investigator

who wrote the Institute saying, "Please send us a list of your
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employees broken down by sex."

I replied, "Dear Ms., Our

problem isn’t sex, it’s alcohol."

Is it possible that too many accountants and

businessmen have been so determined to have their own way
on matters of accounting principle that they preferred to

bring down the structure rather than submit to an APB Opinion
that impinged on their prerogatives?
Although the APB’s procedures for hearing all sides

of controversial issues were substantially equivalent to the

procedures recommended for the new FASB, is it possible that

APB watchers have not been satisfied merely by communicating

with the APB?
Let us look at some of the events of the last few
years.

In the case of certain proposed APB Opinions,
opponents have issued press releases denouncing the APB,

published briefs, circulated white papers, threatened to
sue the APB, petitioned the SEC, asked the FPC for a ruling,

sought Treasury Department intervention, asked Congress to
put financial reporting flexibility into law.

Will this happen to FASB?
The result of such pressures, in the opinion of

many, was quite damaging.

For example, the APB was forced to

back down to a weak position on business combinations.

It

was legislated out of its position on the investment credit.
Insurance companies have forced an impasse on accounting for

marketable securities.

Oil companies have brought a halt to

APB consideration of full cost accounting.

And leasing com
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panies are strangely continuing their lobbying campaign in

Congress even though the APB is obviously immobilized in
its consideration of capitalizing leases.

Will not the FASB be faced with the same trouble

some problems which the APB was incapable of solving?

If

the FASB also encounters the same attitudes, the same lack
of respect for its authority, will it have a chance for

success?
Professor Solomons rightly points out the strong

features of the plan which should entitle the FASB to the

support it deserves.

The wider base of membership ,
the high-

salaried full time members,
the independence of members from

all other organizations, the broad based advisory council —
all of these features should help the FASB in withstanding
pressures which it will inevitably face.
Nevertheless the attitudes of people to the FASB

will always be a concern.

In addressing the spring Council

meeting of the American Institute, Frank Wheat urged business

statesmanship in dealing with FASB.

We can all urge states

manship, but we must question whether this will stop an

industry or a company from lobbying against an FASB proposal
which would require the industry or company to report lower
profits.

Professor Solomons takes issue with Charles Horn
gren's view of the relationship of the Accounting Principles

Board and the Securities and Exchange Commission.

Professor

Horngren sees the SEC as top management and the APB as lower
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management, doing most of the work, making most of the de

cisions and serving as a buffer to insulate the SEC from
most pressures and criticisms.

From where many of us sit,

Professor Horngren seems to be absolutely correct in the

way he sizes up the existing public-private institutional
arrangement for setting accounting principles.

We must ask ourselves once more then:

Is anything

altered in this relationship by substituting the FASB for
the APB?

Does not the SEC continue its role of top manage

ment, backed by all the legislative authority it needs in

Section 19 (a) of the Securities Act of 1933?
Is not the arrangement which permits the Treasury
Department to exert pressure on the standards-setting board

and the SEC the same?

And are not all bodies still subordinate

to the Congress if they care to become involved in the process?

I am not suggesting that this latter arrangement could or

should be changed.

But Congressional involvement contributed

greatly to the demise of the APB and may loom as a threat to

any successor body.

Professor Solomons deals deftly with the matter of
independence, at one time stressing that the new organization

will be separate from all existing organizations and at another
stressing the position of primacy of the AICPA.
mutually exclusive?

Are these not

He also says that the new Board will not

be a committee of anything and that it will be answerable —
but only "in some sense" -- to the trustees of the new Financial
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Accounting Foundation.
I would question another aspect of Professor Solomons'
excellent presentation.

Apparently educators and lawyers can

serve the government while on leave from their organizations
without jeopardizing their independence; yet he believes FASB
members must sever all connections with their former firms or
employers and have no agreement, formal or informal, to rejoin

them upon leaving the FASB.

This seems to apply gratuitously

a higher standard of independence to FASB service than to

government service.

But this stand is weakened in Professor

Solomons’ comment that he would normally expect the FASB member

to be welcomed back if he wished to rejoin his former firm.
However, on still a third matter of independence

Professor Solomons raises questions as to whether the FASB
can be truly independent if it is financed by voluntary con

tributations from a few large public accounting firms.

Here

I can agree completely with his statement that voluntary

financial support is not a satisfactory method of financing
the Foundation except as a way of getting the new organization

quickly off the ground.
In sum, while I congratulate all responsible for

the impressive progress made in setting up this new board, I
have tried here to expose some old dangers which may threaten

the successful implementation and operation of the new FASB

— unless there are changes in attitudes as well as a change
in structure.

But I do not wish my remarks to be regarded

- 7 -

as in opposition.

Quite the contrary.

The plan should be

implemented and all concerned should do their utmost to

make it succeed.

We should be grateful for the brilliant work of
Professor Solomons and his associates for coming up with a

sound plan for setting standards.

It is an imperfect plan,

but it has more appeal to more people than any other plan
that has been offered.
Finally, we should wholeheartedly support it, in
the hope that it can weather the storms ahead.

is the only plan before us for consideration.

The FASB

We can see

no other way to keep the accounting standard setting function
in private hands — or as Professor Solomons says, at least

to the extent that it is in private hands at the present time.

